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BRAZILIAN KEY ECONOMIC INDICATORS 


Exchange rate on March 30, 1982 - US$1.00 = Cr$147.47 
1980 1981P 
1979 1980 1981P 1979 1980 
(PERCENT CHANGE) 


National Accounts 
GDP in current dollars (Billions) 1 233.9 249.1 284.3 
GDP Growth in Constant Cruzeiros (%) 6.4% 8.0% -3.5% 
Gross Fixed Capital Formation Bil. 
of Constant Cruzeiros (1970 Base) 108.4 119.4 109.7 
Per Capita GDP, Real Change 4.1% 5.28 -5.8% 


Industrial Indicators 

Industrial Production Index (% Change) 7.0% 8.0% -9.6% 
of which extractive (%) 9.8% 12.6% 2.2% 

manufacturing (%) 6.9% 7.5% -9.9% 
Automobiles (thousand) 1,128 1,165 781 
Raw Steel (million Mt) i339 Dez 14.2 
Industrial Electricity Consumption 22.6 24.1 25.0 

for Rio-Sao Paulo (billion kWh) 

Cement (million Mt) 24.9 27 «2 26.1 


Money & Prices 
Money Supply (MI, Yearend Bil Cr.) 803.1 1,367.0 2,355.3 70.2 


Inflation-IGP (%) Dec/Dec Tieee 110.2% 95.2 
Inflation-INPC (%) Dec/Dec2 95.3% 91.2 


Balance of Payments US$ Bil) 
Exports 
(primary products) 
(industrialized product s3 
U.S. Share % 
Imports 
(oil/other fuels) 
(intermediate goods) 
(capital goods) 
(consumer/other goods) 
U.S. Share % avcy 
Trade Balance -2.8 
Interest Payments (net) -4.1 
Other Service Payments (net) -3.6 
Current Account Deficit -10.7 
Foreign Debt (gross) 49.9 53.6 ° 
Foreign Reserves (gross) 9.7 6.9 -28. 
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E = Estimated 

1/ Average exchange rates: 1980 Cr$52.61 = US$1.00 1981 Cr$93.0 = US$1.00. 

2/ INPC Consumer price index begun March 1979. 

3/ Industrialized products category includes semi-manufactured and manufactured 


products (including agriculture products) and reexports. 





SUMMARY : 


Overall the Brazilian economy suffered its sharpest setback in 1981 since such 
figures were first compiled in 1947, declining 3.5 percent in real terms on a GDP 
basis, according to preliminary estimates by the Getulio Vargas Foundation. The 
results were much worse than government and private sectors had estimated, and 
the drop affected virtually every sector of the economy. 


Industrial production, responding to continued tight monetary and macroeconomic 
policy declined sharply, dropping 9.6 percent across a broad spectrum. 
Manufactured output dropped nearly 10 percent, after an increase of 7.5 percent 
in 1980. Worst performance was shown by consumer durables, which declined over 
27 percent, with automobile production declining about 33 percent. Only four 
sectors, mineral extraction, pharmaceuticals, cosmetics, and tobacco increased 
during the period. 


With the exception of oil drilling, the ongoing hydroelectric projects and the 
Carajas program, investment dropped for both the private and public sectors. 


The inflation rate, after peaking in March at 121 percent, began to decline 
moderately. Year-end statistics released by the Getulio Vargas Foundation show 
that the General Index of Prices, a composite of wholesale prices, consumer 
prices, and construction costs, increased 95.2 percent, on a 12-month basis, a 
decline from the 110.2 percent increase recorded a year earlier. Factors 
contributing to the inflation rate included heavy government subsidies, indexing, 
removal of most price controls and monetary policy geared to closing the balance 
of payments. 


While credit was tight in the marketplace, subsidized financing and foreign 
curcurrency loans were available. The average interest rate for a nonsubsidized 
6-month cruzeiro investment bank loan reached 150 percent per annum in 1981. 


While the economic slowdown was worse than the Government expected, Brazil did 
Make progress toward implementing some of the policies necessary to improve its 
long-term economic performance. Brazil also made progress in making the 
adjustments necessary to lessen external constraints upon growth. 


For the first time since 1978, Brazil managed a positive balance-of-trade figure 
and in addition added $600 million to foreign reserves. Exports, while falling 
short of government goals, increased 15.7 percent to $23.3 billion. Imports were 
held to $22 billion or 3.9 percent below 1980 levels, largely because of the 
impact of the recession on demand. This resulted in a trade surplus of about 
$1.2 billion, compared with a $2.8 billion deficit during 1980. The Brazilian 
Government is calling for a $3 billion surplus for 1982, to be achieved through a 
19 percent increase in exports to $28 billion and a 12 percent increase in 
imports to $25 billion. 





The shift in macro-policies in November 1980 and resultant trade improvement has 
eased pressures on the capital account, despite the burden higher international 
interest rates represented for Brazil. Total foreign debt increased to $61.4 
billion with the public guaranteed borrowing accounting for 69 percent of total 
borrowings. A gross financing requirement of approximately $19.1 billion in 1981 
was managed with virtually no change in reserves and only a small rise in short- 
term debt. Brazil continued its policy of frequent cruzeiro devaluations, with 
1981 exchange depreciation exactly equaling domestic inflation, at 95 percent. 


Agriculture was one of the few sectors of the Brazilian economy which did not 
decline substantially in 1981. Higher agricultural support prices and expanded 
rural credit, plus a small increase in plantings in 1981 induced the production 
increase necessary to achieve self-sufficiency in most domestic food production 
and higher agricultural export earnings. 


Brazil also furthered progress in lessening its dependence on foreign oil by 
reducing consumption through price rationing, switching some industrial oil users 
to alternative energy sources and increasing domestic oil production, which 
witnessed a 19 percent increase over 1980. 


Last year saw a large increase in unemployment, especially in the industrial 
sector. The overall unemployment rate for Brazil's six largest cities ranged 
from 6 to 9 percent, figures which do not include the large numbers of 
underemployed. 


The outlook for 1982 is mixed, with official estimates calling for growth from 
between 4 and 5 percent. Business outlook tends to be more pessimistic, and some 
firms do not expect to recover fully before 1984 or 1985. General business 
feeling is that the first signs of recovery could surface by the second quarter, 
depending on the evolution of interest rates and inflation. Uncertainty among 
businesses concerning the economy is a result, to some extent, of the fact that 
Brazil has not experienced a recession for such a long time. Prospects for 
another trade surplus look very good, in spite of low world demand, tough 
competition and the phase out-of some export subsidies. 


The Brazilian Government seems determined to stick to its belt-tightening 
policies in spite of the upcoming elections. Projections for growth however are 
based on the expectation that monetary and fiscal policy will be somewhat less 
restrictive than they were in 1981 and that inventories will have to be at least 
partially rebuilt. 


On the inflation front, the Government hopes to lower inflation further during 
1982 to around 80 percent, but the first 2 months have been off to a 
disappointing start, with monthly rates of 6.3 and 6.8 respectively. While 
Brazil experienced a serious recession in 1981, the resulting reduction in the 
inflation rate was disappointingly small. 





ECONOMIC POLICY 


In 1981 economic policy focused on reducing the balance-of-payments deficit and 
controlling inflation after a period of overheated activity in 1980. There were 
no major conflicts among policy objectives. A very tight monetary policy was 
buttressed by relatively restrictive fiscal policy and controls on_ state 
enterprise activities. The result was a very sharp contraction of industrial 
activity, some deceleration of the inflationary spiral after it passed the 100 
percent mark, a $4 billion improvement in the trade accounts, improved inflow of 
capital to finance the large current account deficit, and rising unemployment. 


The balance of payments remains the overriding constraint on economic policy in 
1982, but the austere policies of 1981 are being tempered by the need to 
stabilize and improve domestic activity. 


Through much of 1981 monetary policy was kept very restrictive with the 12-month 
trend of growth in the money supply (M-1) held at 50-65 percent while the trend 
of inflation gradually eased from a high of 121 percent to 95 percent in 
December. With industrial activity contracting sharply, some relaxation of 
monetary policy was allowed in the latter part of the year with the trend of M-l 
growth gradually increasing from 59 percent in August to 72 percent in December. 


Interest rate controls were removed at the end of 1980 and, with tight controls 
on the monetary aggregates, lending rates soared. At the peak, working capital 
loans were running 150 percent per annum, later easing slightly to around 125 
percent. (However, many Government credit programs continued to carry relatively 
low nominal rates, e.g., 40 percent for preexport financing, 45 percent for 
agriculture.) 


Domestic interest rate policy has aimed to keep the cost of domestic cruzeiro 
loans above the net cost of foreign currency loans in order to induce the inflow 
of capital necessary to finance the large balance-of-payments deficit. Coupled 
with a slightly aggressive exchange rate policy the effect has been to set a 
floor of domestic real interest rates equal to the nominal cost of a Eurodollar 
credit. In 1981 exchange depreciation exactly equaled domestic inflation — 95 
percent. Thus the 25 percent dollar credit had a real cost of 25 percent and do- 
mestic real interest rates were scaled up from this. 


Exchange rate policy in 1981 was aimed at engineering a gradual real depreciation 
of the cruzeiro relative to the dollar. No allowance was made for U.S. 
inflation, and the cruzeiro was allowed to depreciate by the full amount of 
domestic inflation. The real depreciation against the dollar thus amounted to 
about 7 percent (U.S. producer price inflation). On a trade-weighted basis, 
however, there was little net gain in competitiveness because of the 
strengthening of the dollar against other major currencies. 





In order to improve the competitiveness of Brazilian exports, announced policy 
for 1982 is to again allow depreciation to fully offset domestic inflation, with 
no allowance for foreign inflation. As noted, one effect of this is to add 5-10 
percentage points to the real cost of a foreign currency loan. With the real 
cost of market credit very high, there has been considerable discussion within 
Brazil of various proposals to try to break the link between domestic and 
international interest rates. To date the Government has rejected such 
Suggestions as being ineffective or administratively unworkable. Hopes for some 
significant decline in real interest rates appear to be fading. 


The monetary budget adopted for 1982 again calls for 50 percent rates of growth 
in the monetary base and in the money supply, the same targets as originally set 
in 1981. However, senior officials have publicly indicated they would be content 
to see the aggregates grow at a trend rate of around 70 percent. If the later 
course were adopted, it would imply a stabilization of money supply growth at 
about the rate prevailing in recent months. Based on the prevailing estimate of 
inflation between 75 and 90 percent, it would also mean that growth in the money 
supply would again be kept below the trend of inflation. 


Fiscal policy in 1981 was restrictive, a policy that is expected to be moderated 
somewhat in 1982. During 1981, while inflation averaged 110 percent, Federal 
Government spending increased 85 percent. Tax revenue curtailed by the economic 
slump also increased 85 percent. Much of the restrictive effect of the Federal 
budget apparently was shifted on to state and local governments, because normal 
revenue transfers from the Federal Government, which are tied to industrial pro- 
ducts taxes, were weak as a result of the recession. For 1982 Federal spending 
is budgeted to increase 77 percent. Based on an assumed average inflation rate 
of 82 percent used in preparing the budget, authorities appear to be facing a 
slight decrease in government spending. 


Financial controls over the State enterprise sector were introduced in 1979 and 
in the last 2 years have been elaborated as an additional tool in the 
Government's overall economic policy. Real spending for State enterprises 
declined slightly in 1981. For the current year, the financial budget for the 
State enterprise sector is programmed to allow real growth of approximately 3 
percent. 


BALANCE OF PAYMENTS 


During 1981 the trade balance made a strong improvement, swinging into surplus of 
$1.2 billion after having been $2.8 billion in deficit in 1981. The shift was 
the result of fairly good exports (up 15.7 percent to $23.3 billion) and weak im- 
ports (down 3.8 percent to $22.1 billion). Manufactured exports, which make up 
52 percent of Brazil's exports, rose 34 percent in 1981 after having increased 37 
percent the previous year. Volume gains accounted for all of the gain in manu- 
factured exports as average dollar prices dipped 14 percent. Poor coffee prices 
resulted in $1.0 billion decline in coffee exports in 1981 but this was 





partially offset by a very good year for soybeans, which were up $.8 billion to a 
record level of $3.1 billion. Oil was the only major category of imports to 
increase in 1981, and this was entirely due to higher average prices. Capital 
goods imports declined 8 percent and primary materials were down 19 percent. 


Government projections call for a further improvement in the trade balance in 
1982 to a $3 billion surplus. On the official forecast this is to be achieved on 
the basis of a 19 percent increase in exports to $28 billion and a 12 percent 
increase in imports to $25 billion. Based on recent trends, the official 
projections for both imports and exports appear high. Export growth has been 
relatively flat since mid-1981, and imports have continued to drift lower through 
February of this year. With softer oil prices, the oil import bill may decline 
in 1982 rather than remaining constant as the Government had anticipated. 


The improvement in the 1981 trade balance was partly offset by a $2.2 billion 
deterioration in the service account. All of this deterioration was due to 
higher net interest cost which rose 2 percent to $9.2 billion. A little more 
than half of this higher interest cost was due to increased interest rates during 
1981, and a little less than half was due to the increase in Brazil's external 
debt over the year. By the end of 1981, Brazil's registered long-term foreign 
debt was $61.4 billion, up from $53.8 billion a year earlier. As a result of its 
1981 stabilization efforts Brazil was able to fully finance its large external 
deficit from market sources and ended the year with $7.5 billion in reserves, a 
$.6 billion increase over December 31, 1980. A total of $17.3 billion in new 
medium- and long-term foreign borrowing was arranged during 1981. 


INFLATION 


Since reaching a peak rate of 121 percent (12-month basis) in March 1981, 
inflation has gradually drifted lower to a rate of 92 percent in February of this 
year. During the last half of 1981 monthly inflation averaged 5.1 percent or an 
annualized rate of 82 percent. However, January inflation was 6.3 percent and in 
February it was 6.8 percent, figures which have raised concerns that the downward 
drift of inflation has stalled. Private forecasters now generally look for 
inflation in 1982 to be in the 75-90 percent range. 


NATIONAL ACCOUNTS 


Preliminary figures show GDP dropped 3.5 percent in 1981. This was the first 
decline in GDP since the Vargas Foundation first began publishing national 
account statistics in 1947. The 1981 result was a very sharp break from the year 
earlier when growth was 7.8 percent. The industrial sector was hardest hit by 
the recession, dropping 8.4 percent. Agriculture grew by 6.8 percent and 
Commerce waS down 6.0 percent. Per capita income also dropped sharply, by 5.8 
percent. 





With the exception of rice, wheat, and peanuts, most of the annual crops 
harvested in 1981 showed positive results. Production of the perennial tree 
crops showed considerable improvement over 1980 (with the exception of cocoa), as 
did production of animal products. Grains and oilseeds, however, declined 2 
percent to 51 million tons. 


Agricultural exports, estimated at $8.9 billion, were about the same as in 1980. 
Due to lower world market prices, however, the percentage of agricultural exports 
as related to total exports dropped from 47 percent in 1980 to 42 percent in 
1981. Brazil's four traditional agricultural export commodities (coffee, cocoa, 
Sugar, and soybeans) contributed $6.5 billion to total exports in 1981, down 6 
percent from.1980. Their participation ‘in the total country's exports dropped 
from 35 percent in 1980 to 20 percent in 1981. Soybean products represented 13 
percent of the total value of Brazil's exports in 1981 and was the leading 
commodity on the export side of the trade balance. 


The United States exported $642 million worth of agricultural products to Brazil 
in 1981, up 35 percent from 1980, while U.S. agricultural imports from Brazil 
increased by 3 percent to $1.6 billion. 


The 1982 production outlook for the major agricultural commodities shows a slight 
increase in production for most crops, with the exception of coffee and soy- 
beans. Although the Figueiredo administration continues to term agriculture the 
priority sector of the economy, Government cuts in agricultural credits to large 
farmers during 1981 have contributed to a smaller sown area for several crops, as 


well as limiting capital for machinery and fertilizers. 


Aggregate agricultural exports are expected to increase to about $9.5 billion in 
1982, compared with $8.6 billion estimated for 1981 in spite of lower anticipated 
earnings from sugar. Brazil appears committed to reduce imports even further 
than in 1981. However, according to Brazilian Government officials, wheat im- 
ports should remain about the same, currently estimated at $800 to $850 million 
for 1982. Brazil may again be forced to import rice to guarantee the domestic 
supply as a result of the drought that affected rice areas in the South. 


INDUSTRY 


The industrial production index compiled by the Brazilian Statistical Institute, 
FIBGE, posted an unprecedented fall of 9.6 percent in 1981. The recession, which 
began in the final quarter of 1980, continued unabated through all of 1981. 
Although the recession appears to have bottomed out, the signs of recovery in 
early 1982 are few and not yet very convincing. The basic industrial production 
index, which does not include construction and public utilities, is composed of 
the mineral extraction sector (see separate section), which grew at 2.2 percent, 
and the manufacturing sector, which declined 9.9 percent. 





INDUSTRIAL PRODUCTION INDEX: ANNUAL REAL GROWTH 
WEIGHT 1980/1970 1981/1980 
(PERCENT OF TOTAL) PERCENT CHANGE 


Total a (9 
- Mineral Extraction ‘ 2 
- Manufacturing . (9 


6) 


9) 


By End Use 

- Capital Goods 

- Intermediate Goods 

- Consumer Goods 
Durables 
Nondurables 


SOURCE: FIBGE. 


The recession affected nearly all areas of industry, but some fared worse than 
others. Hardest hit were consumer durables where production was down an average 
of 27.2 percent. Nondurables, on the other hand, fell by only 2.2 percent, and 
given the greater weight of nondurables, the aggregate consumer goods index fell 
by "only" 8.4 percent. The capital goods sector was, and is, severely depressed, 
and 1981 production levels were 18.7 percent lower than in 1980. Intermediate 
goods suffered a decline of 10.5 percent. 


Of the 16 industrial subsectors on which FIBGE compiles production statistics, 
two showed no change from 1980 (foodstuffs and clothing), and only three 
experienced any growth in 1981 (pharmaceuticals, up 5.3 percent, and tobacco and 
cosmetics, both up 1.7 percent). The worst performing industries were 
transportation equipment, including the anemic automotive sector (down 27.6 
percent), plastics (down 22.5 percent), machinery (down 15.2 percent), rubber 
industry (down 10.3 percent), pulp and paper (down 9.1 percent), and chemicals 
(down 9.0 percent). 


The automobile sector was hardest hit of all sectors by the recession, resulting 
in layoffs and outright dismissals throughout the industry. Performance in this 
sector was hurt by factors inhibiting domestic demand, such as high interest 
rates and increased prices, both for new cars and for fuel. In 1981 over 1980, 
production of automobiles dropped 35 percent, and sales dropped 40.8 percent. 
There was one bright spot in the sector, as exports increased 36 percent. 


Despite the rather dismal results in 1981, there are a couple of factors which 
prevented a bad situation for many firms from being worse. The most important 
compensating factor for the abrupt drop in domestic demand was the export 
market. The combination of export incentives, acceleration in the devaluation of 
the cruzeiro, and the softness in local markets induced many traditional 
exporters to export far more than their traditional volumes, and many 
new-to-export firms also began meaningful export programs. While total 
merchandise exports, at $23.3 billion, were up a healthy 15.7 percent, exports of 





manufactured products, which account for half of Brazil's exports, increased by 
more than 30 percent. Particularly noteworthy were exports of transportation 
equipment, (up 43 percent to $2 billion), and motors and electrical appliances, 
(up 29 percent to $600 million). The growing numbers and sophistication of 
Brazilian exports will be an essential asset in the country's ongoing campaign to 
increase exports in order to service the $61.4 billion foreign debt (at yearend 
1981) and to import essentials, including 75 percent of its petroleum require- 
ments. 


A positive result of the 1981 recession on the industrial sector was the dis- 
covery by many firms that there were many cost-saving techniques available, and 
firms did rationalize production processes in order to ameliorate the effects of 
the slowdown. The improved efficiencies and higher productivities will pay di- 
vidends not only to the individual firms, but to the economy at large for years 
to come. 


Prospects for 1982 are mixed. Employment statistics since December, as well as 
the fragmentary production and sales data available for the first 2 months of 
1982 suggest that the recession has at least bottomed out, and there are a few 
businesspeople who are beginning to acknowledge a slight upturn in new orders. 
The inventory correction which contributed significantly to the severity of the 
1981 slowdown is fortunately effectively complete, and the termination of the 
adjustment cycle is cause for hope that any real increase in demand will require 
restocking at all levels of production and merchandising and will therefore boost 
production. Current estimates by industrialists and economists of 1982 
industrial growth range from 3-5 percent, still well below the 1980 level of 
production. In fact, some industrialists do not expect their firms or their 
particular industrial sectors to regain 1980 levels of output until 1984 or 1985. 


The conviction that industry will experience at least modest growth in 1982 is 
based on the expectation that monetary and fiscal policy will be less restrictive 
than it was in 1981, and that inventories will have to be at least partially 
rebuilt in the months ahead. The principal factors which are expected to prevent 
a quicker and more robust recovery are the continued extremely high interest 
rates on nonsubsidized credit (at least 20 percent in real terms), the decline in 
consumer purchasing power attributable to reduced employment levels, the 
recession psychology which has reduced consumer demand, and the continuation of 
high inflation rates. 


WAGES AND UNEMPLOYMENT 


As a result of the steep drop in economic growth and industrial activity, 1981 
saw a rise in unemployment, including layoffs in the industrial sector. 
Unemployment bore heavily on jobless workers in a country where there are limited 
unemployment benefits. Official statistics showed the following average rates of 
unemployinent in the major areas: Sao Paulo, 7.3 percent; Rio, 8.6 percent; Belo 
Horizonte, 8.2 percent; Porto Alegre, 5.8 percent; Salvador, 9.0 percent; and 
Recife, 8.6 percent. Social pressures were exacerbated by the suddenness of 
workers finding themselves jobless, as layoffs tended to be on relatively short 
notice and in the thousands in the main industrial areas. 





Unemployment appears to be concentrated among automobile and construction workers 
and retail employees, with government workers, bank employees, and chemical and 
pharmaceutical industry workers least affected. Added to the short run high 
level of unemployment in the producing sectors is a large sector of chronic 
unemployment in Brazil, scattered throughout the economy but concentrated in the 
poor, relatively underdeveloped Northeast and among large, unskilled elements in 
virtually all urban areas. 


Underemployment is generally admitted to be a vast but sketchily defined factor 
in Brazilian economic life. Undoubtedly numbering in the millions, meaningful 
statistics are not kept on this large, semiemployed element. 


According to 1981 statistics, 88 percent of the working population of Brazil 
(listed at 43 million) earn between $40 and $400 per month, 10 percent between 
$400 and $1600, while only 1.6 percent earn more than $1600 per month. The Mi- 
nistry of Labor estimates that 70 percent of all workers earn less than $300 per 
month. This lower 70 percent receive a 10 percent increase beyond the twice- 
yearly wage raises based on increase in the yearly consumer price index. 


MINERALS AND ENERGY SECTOR 





ENERGY SECTOR 


Progress in energy substitution and conservation continues to be made in the 
industrial sector through the utilization of electricity and other alternate 
energy sources in place of fuel oil. 


PETROLEUM : 


Brazil continues to reduce its dependence on imported oil mainly because of 
increased domestic production and a slowly declining rate of consumption. 
Current crude oil consumption is slightly above 1 million barrels per day (BPD). 
During 1981, Brazil's import bill was about $11.0 billion, with a net bill of 
about $10 billion considering that Brazil exported some $.9 billion of petroleum 
derivatives. 


In early March 1982, domestic crude oil production attained a new high of 270,939 
BPD. It is currently anticipated that average daily oil production in 1982 will 
reach 250,000 barrels. Hydrocarbon reserves, approaching 2.06 billion barrels, 
are comprised of 1.66 billion barrels of crude oil and 0.4 billion barrels of 
natural gas. The State oil monopoly, Petrobras, is planning to spend $4.5 
billion on oil exploration over the next 4 years. 





HYDROELECTRICITY: 


Hydroelectricity plants supply 85 percent of the electricity consumed In Brazil. 
Total electricity consumption in 1981 was 115,960 gigawatt-hours (GWh),up 3,4 
percent from 1980. In the hydroelectric sector installed capacity is about 
24,137 megawatts (MW), 11.3 percent of hydro potential of 213,000 MW. 


The first stage of the joint Brazilian-Paraguayan construction of the 12,600 MW 
Itaipu project on the Parana river is scheduled to come on line in late 1983, 
followed closely by the first stage of the 8,000 MW Tucurui, Para project. When 
completed Itaipu will be the world's largest hydroelectric project. Tucurui will 
supply electricity for the Carajas and regional alumina and aluminum plants now 
being constructed. 


NUCLEAR PROGRAM: 


The startup of Brazil's first commercial nuclear reactor, Angra I, has finally 
begun. The reactor is currently undergoing tests at 30 percent capacity, but no 
date has yet been set for commercial operations to begin. This reactor, a 625 MW 
pressurized water reactor built by Westinghouse, is located in the State of Rio 
de aneiro. Construction has begun on Angra II, a 1,245 MW water pressurized 
reactor, the first of eight planned to be built under the German-Brazilian 
nuclear accord of 1975. 


PROALCOHOL PROGRAM: 


The Brazilian Government has scaled back the alcohol fuel program, which was 
targeted to produce 10.7 billion liters of alcohol by 1985. A production level 
of 7 to 9 billion liters of alcohol by 1985 is more realistic. In 1981, 4.3 
billion liters of alcohol were produced. The $6 billion program has _ had 
financing problems associated with developing both industrial and agricultural 
projects related to the program. To date the Federal Government has signed 
contracts for production facilities to provide 8.9 billion liters. Attractive 
interest rates and subsidies for cane and alcohol producers are being provided by 
the Federal Government to assist the program. 


The Federal Government is increasing efforts to promote the sale of 
alcohol-fueled cars, notwithstanding the fact that the sale of alcohol-fueled 
cars has declined because of public doubts concerning long-term alcohol supplies 
and the mechanical problems associated with these cars. 


MINERAL SECTOR: 


Brazil's mining sector, excluding petroleum, produces only about 2 percent of 
total GDP, but its share of exports is about 10 percent. The inclusion of metals 
processing and fabrication increases the metal/mining share to about 17 percent 
of GDP. The sector should attract investments on the order of $60 billion by the 
end of the century. 





Mineral production in 1981 was valued at $6.5 billion up from the 1980 figure of 
$5.4 billion, an increase of 20 percent. Iron ore is the major mineral mined and 
exported, reserves of which rank second in the world. During 1981, Brazil 
produced 110 million metric tons of ore valued at $2.3 billion and exported 81 
million metric tons valued at $1.8 billion. Gold production attained a value of 
$355 million. Bauxite mining developed to the point where 5 million metric tons 
were mined at a value of $146 million. Tin, manganese and ferro-niobium are 
other important minerals produced. 


The Brazilian Government continues to give high priority to the Carajas regional 
development project in the State of Para. In November 1980, the Government 
announced a 10-year plan to develop the Carajas mineral project at an expected 
cost of $61 billion. The project should provide Brazil with some $14.6 billion 
per year in export earnings by 1990. It has been announced that about $39 
billion will be invested in the mining operations, with another $22 billion in 
developing the required infrastructure. Several minerals are in Carajas: iron 
ore, manganese, copper, bauxite, nickel, tin and gold. [Iron ore production is 
scheduled to begin in 1985, and gold is currently being mined at Serra Pelada in 
the Carajas. 


IMPLICATIONS FOR THE UNITED STATES 


IMPORT POLICY 


Brazil still faces serious balance-of-payments disequilibria and consequently 
follows a number of policies aimed at curbing imports. Import licenses are 
denied for goods on the “suspended imports" list, which appears to be more and 
more permanent although officially billed as temporary. The Central Bank 
(through Resolution 638 of September 24, 1980) continues to require foreign 
financing on imports of capital equipment, consumer durables, and chemical and 
steel products. Foreign financing with terms ranging from 180 days to 8 years, 
depending on the value of the item imported, is required for imports of these 
items exceed- ing $100,000 in value. 


Still in effect is the policy of imposing quantitative limitations (quotas). 
Each firm has an “import program," whose value should not exceed 1981 imports. 
The Central Bank continues to charge a 25 percent tax on financial operations on 
the purchase of foreign exchange needed to pay for imports from all non-ALADI 
sources (a 20 percent preferential rate applies to imports from ALADI 
countries). Exceptions are made for oil and certain other imports. Also still 
in effect are miscellaneous taxes and charges levied on importers, such as the 
airport storage tax, which is a fee assessed on CIF value and length of time held 
in storage for all goods entering Brazil. Such restrictions limit the potential 
of the Brazilian market and make it essential that prospective American suppliers 
do their homework in order to identify accurately those areas and products which 
offer real marketing opportunities. We continue to believe that American exports 
in the following fields are most likely to be able to overcome Brazilian import 
restrictions: 





1. High technology items, especially those that increase exports. 

2. Raw materials and industrial components not yet produced internally in 
sufficient quantity or quality. 

3. Equipment related to energy production and conservation. 


In 1982 (April to yearend), the United States Trade Center in Sao Paulo will 
sponsor exhibits on avionics and ground support equipment, laser/electro-optical 
equipment, medical instruments, electronics, and pollution control. Other major 
U.S. Government trade promotions during the year include a catalogue show on 
building equipment and supplies, an electric power equipment seminar mission, an 
oil and gas machinery trade mission, and a mining equipment trade mission. 
Toward the end of 1982 a port development, bulk cargo and containerization 
seminar mission is scheduled to visit Brasilia, Rio de Aneiro, and Santos 
(Brazil's largest port). 


In 1981 imports into Brazil from the United States totaled $3.4 million (source: 
Government of Brazil Statistics), down 15 percent from the $4.1 billion figure in 
1980. 


Total imports into Brazil declined in 1981 to $22.1 billion from the 1980 figure 
of $22.9 billion. Due to the high value of its oil exports to Brazil, Saudi 
Arabia replaced the United States in 1981 as the top-ranking supplier to Brazil. 
The U.S. share of total Brazilian imports declined from 17.9 percent in 1980 to 
15.8 percent in 1981. There was a swing of $1.2 billion in the direction of 
trade in favor of Brazil, caused both by increased Brazilian exports to the 
United States and also by decreased Brazilian imports from the U.S. However, 
when oil imports are excluded, it is noteworthy that the United States slightly 
increased its share of the Brazilian market in 1981 (from 30.2 percent in 1980 to 
30.4 percent in 1981). This is even more significant when we consider that 
non-oil imports into Brazil declined 15.5 percent last year (from $13.5 billion 
in 1980 to $11.4 billion in 1981). Raw materials occupied the greatest share of 
total Brazilian imports (56 percent in 1981), while capital goods constituted 33 
percent of imports. 


INVESTMENT POLICY 


According to the Central Bank registry, in December 1981 foreign capital in 
Brazil (including reinvestments) totaled $5.8 million, which represents an 
increase of 10 percent over the December 1980 figure. Thirty percent of the 
registered foreign investment, totaling $5.8 billion (15 percent more than in 
1980) was from the United States at the end of 1981. After the United States, 
West Germany, Switzerland, Japan, and the United Kingdom are the largest foreign 
investors in Brazil, with a total of 29 percent of the registered foreign 
investment at the end of 1981. In 1982 the Brazilian Government expects a net 
inflow of $1.8 billion in direct investments, compared to $2.3 billion in 1981. 





BraZilian legislation does not discriminate against foreign capital, although 
there are special policies in sectors deemed to be of particular national 
interest, such aS _ petrochemicals, transportation, commercial banking, 
telecommunications, data processing, and energy. 


Sectors in which foreign capital seems to be most welcome are those involving 
import substitution and capital goods manufacturing, and projects in those 
sectors for investment to which the Government gives priority, viz.: 
—- agro-industry 
-- sectors contributing to the manufacture of exports 
— essential consumer goods 
— sectors that primarily use internally produced energy (e.g., alcohol, and 
hydroelectric power) ; 
major projects such as the Carajas minerals complex and the Cerrado 
development plans 


The Brazilian Government's clear preference for joint ventures, plus’ the 
advantages available to firms with majority local capital (such as access to 
Cheaper credit), has induced a number of multinationals, especially those 
dependent on sales to the Government or to State enterprises, to take on 
Brazilian partners. Brazil's limited progress in plans to sell certain State 
enterprises may also provide room for private foreign participation. In late 
vanuary 1982, the massive Amazon development project known as the ri project 
was transferred to Brazilian ownership. Conceived by American billionaire Daniel 
Ludwig, the project was beset by problems from the very beginning, including an 
unclear land title, high infrastructure costs, and the failure of world pulp 
prices to increase as originally anticipated. The project is an experimental 
wood pulp, rice and kaolin investment, and Ludwig is said to have poured over $1 
billion into its development. Although the long-run profitability of the project 
has been questioned, it appears that the Brazilians have acquired important 
assets at a fraction of their cost. 








